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SUBJECT: INDONESIA'S ECONOMY CONTINUES STRONG PERFORMANCE 

1 . PERFORMANCE OF INDONESIAN ECONOMY CONTINUES TO BE 
STRONG. GOI RECENTLY ANNOUNCED BALANCE OF PAYMENTS SUR- 
PLUS OF $1 BILLION IN FY 1976-7 (APRIL - MARCH31). LATEST 
BANK INDONESIA WEEKLY REPORT (JUNE 16) SHOWS NET FOREIGN 
EXCHANGE RESERVES IN MID-MAY OF $2.15 BILLION, MORE THAN 
FIFTY PERCENT IMPROVEMENT OVER RESERVE LEVEL OF $1.3 
BILLION AT END OF DECEMBER.CYCLICAL MOVEMENT IN INDONESIA’S 
RESERVE LEVEL OWING TO LARGE OIL COMPANY PAYMENTS AT 
BEGINNING OF EACH QUARTER TENDS TO OVERSTATE SOMEWHAT 
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DECEMBER-MID-MAY INCREASE BUT AFTER ALLOWING FOR THIS 
DISTORTION, GROWTH IN RESERVES IS SIGNIFICANT IMPROVEMENT 
OVER NEAR CRITICAL LOW RESERVE LEVEL OF 1975 ($437 MILLION 
IN THIRD QUARTER OF 1975). 

2. RESERVES HAVE GROWN PRIMARILY BECAUSE OF CONTINUED 
STRONG EXPORT PERFORMANCE AND GREATER DISCIPLINE RE- 
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CARDING SHORT AND LONG TERM FOREIGN BORROWING. VALUE OF 
OIL EXPORTS DURING FIRST THREE MONTHS OF 1977 HAVE TOTALED 
$1.7 BILLION UP 19 PERCENT OVER SAME THREE MONTH PERIOD 
YEAR EARLIER. GROWTH IN NON-OIL EXPORTS IS EVEN STRONGER 
WITH EXPORTS OVER FIRST FOUR MONTHS TOTALING $928 MILLION 
AS COMPARED 

WITH $606 MILLION A YEAR EARLIER. IMPORT 
FIGURES (BASED ON LETTERS OF CREDIT APPLICATIONS) EVEN 
FOR FIRST TWO MONTHS OF 1977 APPEAR TO BE INCOMPLETE SO 
NO COMPARISONS CAN BE MADE WITH PREVIOUS YEAR. 

3. THE GOI IS CONTINUING TO EXPERIENCE PROBLEMS IN KEEPING 
INFLATION UNDER CONTROL. OVER THE FIRST FIVE MONTHS OF 
1977, INFLATION, AS MEARSURED BY THE JAKARTA COST OF LIVING 
INDEX, HAS RISEN AT AN ANNUAL RATE OF ABOUT 12 PERCENT. 
ALTHOUGH THIS IS AN IMPROVEMENT OVER THE 14.2 PERCENT 
RATE RECORDED IN 1976 AND THE 19.7 PERCENT RATE IN 1975, 

THE GOVERNMENT IS DOUBTLESS DISAPPOINTED INASMUCH AS THE 
ANNUAL RATE OVER THE FIRST QUARTER WAS DOWN TO AROUND 
10 PERCENT BUT CLIMBED IN APRIL AND MAY AS A RESULT OF FOOD 
PRICE INCREASES. 

4. GROWTH IN THE MONEY SUPPLY (Ml) HAS CONTRIBUTED 
STRONGLY TO INFLATIONARY PRESSURES. IN 1977, THROUGH THE 
FIRST TWO WEEKS OF MAY, THE MONEY SUPPLY GREW 17 PERCENT, 

A RATE OF GROWTH WHICH, IF CONTINUED OVER THE COURSE OF 
LIMITED OFFICIAL USE 

LIMITED OFFICIAL USE 

PAGE 03 JAKART 08505 281103Z 

A FULL YEAR, WOULD LEAD TO A MONEY SUPPLY INCREASE OF 
OVER 40 PERCENT. GROWTH IN NEW FOREIGN ASSETS ($860 
MILLION) WAS DOMINANT ELEMENT IN MONEY SUPPLY INCREASE 
SINCE SUBSTANTIAL REDUCTION IN BANK INDONESIA CREDIT TO 
CENTRAL GOVERNMENT ($440 MILLION) MORE THAN OFFSET ALL 
OTHER FACTORS AFFECTING SUPPLY OF MONEY. 

5. COMMENT: ALTHOUGH GOI MANAGEMENT OF MONEY SUPPLY 
AND INFLATION SHOW MARKED IMPROVEMENT OVER PAST YEARS, IT 
STILL LEAVES SOMETHING TO BE DESIRED. IMPRESSIVE EXPORT 
PERFORMANCE AND CONSEQUENT GROWTH IN RESERVES HAS CLEARLY 
PUT ECONOMY BACK ON ITS FEET FOLLOWING PERT AMINA CRISIS 

OF 1975/6. PRESENT LEVEL OF RESERVES ARE EQUIVALENT TO 
NEARLY THREE MONTHS' IMPORTS AT ANTICIPATED IMPORT RATES. 
WHILE THIS RESERVE LEVEL AFFORDS INDONESIA SOME WELCOME 
BREATHING SPACE AFTER VERY TIGHT SITUATION YEAR AGO, LEVEL 
ITSELF CAN CERTAINLY BE REGARDED AS LITTLE MORE THAN 
BARE MINIMUM COUNTRY REQUIRES IN PRESENT CIRCUMSTANCES, 
PARTICULARLY IN VIEW OF FACT THAT $1 BILLION OF RESERVES, 

IN EFFECT, REPRESENTS MONEY BORROWED TWO YEARS AGO FROM 
U.S. AND JAPANESE BANKING SYNDICATES AS BALANCE OF PAYMENTS 
COVER. GIVEN THE SENSITIVITY OF INDONESIA'S EXPORTS TO 
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WORLD DEMAND AND HEAVY DEBT SERVICE REQUIREMENTS GOI 
FACES OVER NEXT THREE YEAR PERIOD, INDONESIAN AUTHORITIES 
WILL PROBABLY SEEK FURTHER INCREASES IN RESERVE LEVEL 
BEFORE THEY CONSIDER THEY HAVE ADEQUATE CUSHION IN EVENT 
EXPORTS DECLINE. 

6. THERE CONTINUES TO BE SPECULATION AS TO WHETHER GOI 
WILL GO TO CAPITAL MARKET ANYTIME SOON TO REFINANCE ALL OR 
PART OF BALANCE OF PAYMENTS LOANS TAKEN OUT TWO YEARS 
AGO. FEELING IS THAT GIVE INTERNATIONAL LIQUIDITY SITU- 
ATION AND IMPROVED STATE OF INDONESIA'S ECONOMY, IF GOI 
WERE TO SEEK REFINANCING, IT COULD ALMOST CERTAINLY COMMAND 
BETTER TERMS THAN IT OBTAINED DURING HEIGHT OF PERT AMINA 
CRISIS AND REFINANCING WOULD HELP SMOOTH OUT PEAKING 
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IN 1979/80 IN GOTS DEBT SERVICE OBLIGATIONS. ALTHOUGH GOI 
IS NO DOUBT REVIEWING THIS POSSIBILITY, THERE IS LITTLE 
EVIDENCE THAT IT INTENDS TO GO TO THE MARKET, IN ANY 
BIG WAY AT LEAST, OVER NEXT FEW MONTHS. 
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